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OUR VISION
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OUR MISSION

To preserve, enhance, and restore the quality of California's
water resources, and ensure their proper allocation and efficient
use for the benefit of present and future generations
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About the State and Regional Water Boards

The State Water Resources Control Board (Water Board) was created in 1967. The
mission of the Water Board is to ensure the quality of the state’s water while balancing
beneficial uses. The joint authority of water allocation and water quality protection
enables the Water Board to provide comprehensive protection of California's waters.

The Water Board consists of five, full-time salaried Members, each filling a different
specialty position. Each board member is appointed to a four-year term by the Governor
and confirmed by the Senate.

There are nine Regional Water Quality Control Boards (Regional Water Boards). The
mission of the Regional Water Boards is to develop and enforce water quality objectives
and implement plans that protect the beneficial uses of the state's waters, recognizing
local differences in climate, topography, geology, and hydrology.

Each Regional Water Board has nine, part-time Members also appointed by the Governor
and confirmed by the Senate. Regional Water Boards develop "basin plans" for their
hydrologic areas, issue waste discharge permits, take enforcement action against
violators, and monitor water quality.
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Protection Agency (Cal/EPA), where she directed the agency's environmental
justice and external scientific peer review activities. She also coordinated various
environmental quality initiatives, and provided general oversight of children's
environmental health programs.

Ms. Doduc began her career in 1989 as an environmental consultant with
McLaren-Hart, Inc. She then joined the staff of the State Water Resources Control
Board and, later, the California Air Resources Board. From 1998 to 2002,

Ms. Doduc provided technical and business assistance to environmental
technology developers and manufacturers, serving in the Office of Environmental
Technology and, later, as Cal/EPA's Assistant Secretary for Technology
Certification. From 2002 to 2004, Ms. Doduc served as Cal/EPA’s Assistant
Secretary for Agriculture, Air and Chemical Programs.

A licensed civil engineer, Ms. Doduc earned a Bachelor of Science in
BioEngineering from the University of California at Berkeley, and a Master of
Science in Civil Engineering from the California State University in Sacramento.
She also earned a Master of Business Administration from the University of
California at Berkeley.

Gerald "Jerry" David Secundy
Vice Chair

Gerald (Jerry) Secundy graduated from Phillips Academy (Andover), Harvard
College and Columbia Law School. Upon graduation from law school, Mr.
Secundy entered the United States Peace Corps, serving in Cusco, Peru for two
years as a director of a youth center. He then joined the United States Department
of Justice where he argued environmental cases at the Appellate Level.

Mr. Secundy joined Atlantic Richfield Company in 1970 as an
environmental/international lawyer. He served as Manager of Investor Relations,
Manager of Long Range Planning, and assistant treasurer of Atlantic Richfield
Company. In 1989 Mr. Secundy was appointed Vice President Finance and
Administration (CFO), ARCO Transportation Company; in 1990 he became
President of Four Corners Pipe Line Company; and in 1994 he was appointed to
the position of Vice President, External Affairs and Environmental, Health & Safety
for ARCO Products Company. Mr. Secundy retired from ARCO in 1998. In that
same year he established GDS Consulting, a mediation and business-consulting
firm, of which he is President. From 2002 until 2004 he was Executive Director of
Audubon California. He then became Executive Consultant to the California
Environmental Dialogue of which he is a founding member. In March of 2005 he
was sworn in as a Member of the State Water Resources Control Board.

Mr. Secundy serves on the Board of Lignetics, a manufacturer of environmentally
engineered fuel pellets. He also serves on the Board of Governors of the Inner
City Law Center, the Advisory Committee of Pasadena Heritage, the Board of Las
Familias del Pueblo, the Board of Jardin de la Infancia, and the Board of Trustees
of Prescott College of Prescott, Arizona, of which he is Chairman. He was formerly
on the Board of the California Environmental Dialogue (CED), the L.A.M.C. Opera
Company, the Oakwood School (Vice Chairman), the Transportation Center of
Northwestern University Business Advisory Committee, the California Foundation
on the Environment and the Economy, the Center for Non-Profit Management, and



the Girls Club of Pasadena (President). He was also a Director for the California
Council for Environmental & Economic Balance (CCEEB) of which he is the former
Chairman, and the Planning and Conservation League. He has been a life long
member of the Sierra Club, Common Cause, and the American Civil Liberties
Union.

Mr. Secundy is married to the former Donna Boone, has two sons — Daniel (a
graduate of Prescott College-Class of 2000) and Andrew, a marketing manager,
and makes his home in Pasadena, California.
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Arthur G. Baggett, Jr., fills the position of the attorney with the five-member State
Water Resources Control Board, which is responsible for protecting all water
quality and water supplies in California. The Board is also responsible for the
allocation of surface water supplies for agricultural, public trust, and urban
purposes throughout the State. As an attorney from El Portal, California, Mr.
Baggett has had several law practices primarily in the areas of water,
environmental, business and family law. He holds a Master's Degree in
Environmental Studies from Antioch College and a law degree from San Joaquin
College of Law. He currently serves on the Adjunct Faculty at San Joaquin College
of Law, and the President of the Association of State and Interstate Water
Pollution Control Administrators. He previously served two terms on the Mariposa
County Board of Supervisors from 1987 to 1995, and is the former Chair of the
Mariposa County Water Agency. Mr. Baggett is also a former Board Member of
the Mountain Counties Water Association, and a past President of the Mariposa
County Bar Association. As a scientist and teacher, Mr. Baggett served as a
faculty member for the Yosemite Institute, the Sierra Institute of UC Santa Cruz,
the Yosemite Association, and served on the Adjunct Faculty at Fresno State
University in the Department of Chemistry.

Charles "Charlie" R. Hoppin

Board Member

Charlie Hoppin of Yuba City serves on the State Water Resources Control Board
in the position of water quality expert. He is a partner in a family operated
diversified farming operation in Yolo and Sutter counties. The crop base includes,
fresh market melons, rice, walnuts, and a variety of small grains and oil seed.

Mr. Hoppin serves on the California State University Advisory Committee, and on
the Board of Directors of Farmers Rice Cooperative where he is currently audit
and finance Chairman and Vice Chairman of its Board.

Prior to his appointment to the State Water Resources Control Board, Mr. Hoppin
served as advisor to then Governor Pete Wilson during the 1997 California Flood
Recovery Effort, a Board Member of Sutter Mutual Water Company and a Member
of the State Board of Food and Agriculture. He is the immediate past Chairman of
the California Rice Industry Association. During his tenure at the Rice Industry
Association, Hoppin played a key role in the implementation of many of the
industry’s well-recognized environmental stewardship efforts.
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Control Board in the position of Professional Engineer. Prior to his appointment to
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principal economist and engineer for the Pacific Institute for Studies in
Environment, Development and Security. Dr. Wolff is an expert in the economics
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materials end-use efficiency; and incentive policies. His professional career has
included solar energy construction contracting, water quality regulation for the
State of California, design engineer at a wastewater treatment plant, founder and
president of an engineering consulting firm, a post-doctoral fellowship at the
Center for Conservation Biology at Stanford University, and a visiting
professorship at the Graduate School of International Policy Studies at the
Monterey Institute of International Studies. His community service includes chair
of the Castro Valley Sanitary District Community Advisory Committee, past
president of the Alameda County Recycling Board, past chair of the East Bay
Municipal Utility District Demand Management Advisory Committee, and past chair
of the Board of WaterKeepers of Northern California (now Baykeeper). Dr. Wolff
received his Doctoral degree in Resource Economics from the University of
California at Berkeley, his Masters Degree in Civil and Environmental Engineering
from Stanford University and his Bachelors Degree in Renewable Energy
Engineering Technology from Jordan College.

Celeste Cantu
Executive Director

Celeste Cantu is the Executive Director of the California State Water Resources
Control Board. Ms. Cantu received her MPA from Harvard University's Kennedy
School of Government and her BA in urban planning from Yale University. Prior to
her current position, Ms. Cantt was the Chief Consultant for the Assembly
Committee on Jobs, Economic Development, and the Economy. She has also
served as the California State Director for the USDA's Rural Development
program. For 12 years, Cantll was the Executive Director of the Imperial Valley
Housing Authority, and she also served as Planning Director for the City of
Calexico.
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California Water Boards CWSRF Annual Report 2005/2006

I. INTRODUCTION

This report is the Water Board’s comprehensive Annual Report for its Clean Water State
Revolving Fund (CWSRF) program for the period July 1, 2005 through June 30, 2006. This
period corresponds with State Fiscal Year (SFY) 2005/2006. This report describes how the Water
Board met the objectives identified in the SFY 2005/2006 Intended Use Plan (IUP) and reflects the
actual use of the funds available to the CWSRF.

1I.PROGRAM SUMMARY

California is geographically diverse, abundant in natural resources, and has a population of over 35
million people. The most essential natural resource in California is water. Water quality and
quantity are being affected and threatened by the activities of the state's populace. The Water
Board and the nine Regional Water Boards seek to protect and improve water quality in the state
through a number of regulatory and financial assistance programs.

The Federal Clean Water Act (CWA) provides states the opportunity to establish a Clean Water
State Revolving Fund (CWSRF) loan program to help each state achieve the goal of clean water.
The CWSREF is capitalized with federal and state funds. The CWSRF provides low-interest loans
for construction of publicly owned wastewater treatment facilities, local sewers, sewer
interceptors, and water reclamation facilities. It also provides loans to address non-point sources
(NPS) of pollution and develop and implement estuary conservation and management plans.

The CWSRF has protected and promoted the health, safety, and welfare of the inhabitants of
California since 1989. Many of the recipients of CWSRF loans have wastewater discharge
requirement violations resulting in enforcement actions or pending enforcement orders by the
Regional Water Boards. Every project is directly related to improving water quality and public
health.

The revolving nature of the CWSRF loan program has allowed it to continue to grow. Currently
the CWSRF has issued over $3.5 billion in executed loan contracts and has averaged $256 million
per year in loan commitments over the last five years. In SFY 2005-2006, the CWSRF de-
obligated $5.6 million of loan contracts, transferred $6.5 million of water recycling loan contracts
into CWSRF, encumbered $81 million of new loan contracts, and executed $428 million of new
and amended loan contracts. Figure 1 shows both the yearly totals for loans issued and the
cumulative amount of loans to date. It also shows the annual total amount funded in 2005 was
significantly lower than other years. The reason for the drop in funding is due to the fact that the
Water Board suspended making new loan commitments and processing new CWSRF applications
between October 2003 and August 2005 because the available loan resources were fully
committed.
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Figure 1. Annual Total and Cumulative Amount of Projects
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The CWSRF is used for a broad range of projects. Figure 2 illustrates the percentage of funding
that has gone to the three main categories of projects: wastewater treatment and recycling facilities,
wastewater collections systems, and non-point source pollution prevention and reduction projects.

Figure 2. CWSRF Funding by Project Type
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As seen in Figure 2, the majority of funds have gone to construct and improve wastewater
treatment and recycling facilities. Since inception of the program, this has amounted to a little
over $2.3 billion. Funding for wastewater collection systems is the second largest use of CWSRF
funds, and has received approximately $895 million. The Water Board is also a leader in using
CWSRF funds for non-point source (NPS) projects (currently the smallest overall use of the
CWSRF). The Water Board will vigorously pursue NPS financing because these types of projects
are critical to water quality solutions.
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Figure 3 provides a further breakdown of the three main categories of projects. The top six
categories, accounting for just over 88 percent of the funds used, are all infrastructure categories.
This demonstrates the CWSRF’s importance in maintaining California’s water quality infrastructure.
Please note that those categories funded by the Water Board are shown in Figure 3 and those not
funded are not shown. Categories VI (Storm Sewers) and VIIC (NPS Silviculture) are fundable but
no projects have been funded in these two categories.

Figure 3: CWSRF Funding Category VIl K. NPS
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I11. ENVIRONMENTAL BENEFITS

The contributions of the CWSRF to water quality are diverse and hard to quantify. This is not a
weakness of the program, but instead indicates its strength and versatility in addressing a wide
range of water quality issues. The data and graphics below summarize the environmental benefits
derived from the CWSRF loan funding approved during SFY 2005/2006. Exhibit A contains the
environmental benefits worksheets for all projects funded in SFY 2005/2006. The data indicate
that CWSRF loan funds were used to protect or restore a wide range of beneficial water uses.

A. Projects in 2005/2006 Will Help to Achieve and Maintain CWA Goals

Funded projects will provide approximately 108 million gallons per day (mgd) of
treated wastewater

Funded projects will serve 2.8 million people statewide

Recipients received more than $23 million in CWSRF interest rate subsidy (the interest
rate subsidy is the amount of funds saved by loan recipients due to the reduced interest
rate on CWSRF loans.)

B. CWSRF Projects Achieve Multiple Benefits

Each CWSREF project benefits water quality in more than one way. Each project was
evaluated to determine how it benefits water quality. The funding provided for each water
quality area in SFY 2005/2006 is shown below.

Improve water quality: $276.6 million

Recycle wastewater: $190.0 million

Protect and restore cold and warm water fisheries: $66.8 million
Protect and restore recreational uses: $74.5 million

Achieve compliance: $80.8 million

Protect and restore drinking water sources: $189.8 million
Protect marine and wildlife habitat: $24.7 million

Figure 4 provides a different view of the benefits provided by the CWSRF projects funded
in SFY 2005/2006. Figure 4 shows how many projects addressed designated beneficial
uses identified in state water quality control plans.
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Figure 4: Number of Projects Addressing Different Benefit Uses
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Another way to display the large breadth of environmental benefits from CWSRF projects
is shown in Figure 5. Here the percentages of funding supporting the different designated
beneficial uses and other water quality benefits are shown in comparison to each other. As
can be seen, the CWSRF in SFY 2005/2006 contributed broadly to support and protect
many different environmental benefits.
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Figure 5: Percentage of Funding Supporting all Uses and Benefits
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Many of the water quality projects undertaken today are expensive and large in scale. This
reflects the level needed to continue to improve water quality. Figure 6 shows the average
project cost for different project types. The ability of the CWSRF to fund such large
projects is one of its greatest strengths. Many agencies would not be able to secure such
large funding levels from one provider if the CWSRF was not available.
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IV. FINANCIAL EFFECTIVENESS OF THE FUND

The overall goal of the CWSREF is to achieve the greatest water quality benefit. Meeting this goal
requires that funds be consistently available to meet the demand for funds, that funds be used
efficiently, and that financial terms are attractive relative to market rates while still preserving the
purchasing power of the funds.

The sources of the CWSRF funds are: federal grants, state matching funds, revenue bond proceeds,
interest income from loans and investments, and loan principal repayments. The primary uses of
funds are: loan disbursements, administrative expenses, bond issuance costs, and principal and
interest payments on revenue bonds. The following measures are intended to assess how
effectively CWSRF funds are used.

A. Independent Audit of Financial Statements

Included in Exhibit B — Financial Statements and Notes are the results of the independent audit
performed on the financial statements of the CWSRF for SFY 2005/2006.

B. Binding Loan Commitments as a Percent of Federal Grants

As of June 30, 2006, total binding loan commitments were 197 percent of total federal
contributions as compared with 177 percent a year earlier. Although federal contributions were
$19.5 million or 30 percent lower than the previous year, Binding Loan Commitments overall
increased by $510 million, or almost 16.8 percent, during the year. In addition to exceeding the
standard level of performance (which is binding loan commitments equal to at least 120 percent of
the cumulative federal grants), California continues to meet or exceed the national average for
Binding Commitments percent and continues to show growth in projects funded relative to the
initial federal capitalization grant.
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Figure 7: Binding Loan Commitments as a Percent of
Federal Grants
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C. Undisbursed Binding Loan Commitment Liability

As of June 30, 2006, Undisbursed Binding Loan Commitments represented 88 percent of Current
Assets (cash and cash equivalent, receivable interests, current portion of receivable loans, etc.).
That is an increase of 244 percent from 25.6 percent on June 30, 2005. The increase in
undisbursed binding loan commitments is the result of the State Water Board resuming funding
commitments in September 2005, after a suspension of processing new CWSRF application
between October 2003 and August 2005. The CWSRF projects receiving binding loan
commitments this year are at the beginning phase of construction and drawdown of funds.
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Figure 8: Undisbursed Binding Loan Commitments
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D. Binding Loan Commitments as a Percent of Total Available Assets

This measure indicates the degree to which available assets are being converted into loans.
The available assets are the sum of cash and cash equivalent, loans receivable, and all other
assets. The goal of the Program is that executed loans reach at least 100 percent of
available assets. As of June 30, 2006, executed loans represented 138 percent of total
available assets. The 138 percent is calculated by dividing the cumulative binding loan
commitments of $3,537 million by the available assets of $2,563 million (from Page 1 of
Exhibit B). This represents an increase of 12.3 percent from last year’s percentage of 122
percent. California’s CWSRF program continues to show rapid growth in this area starting
at 95 percent in 2000 and reaching 138 percent by 2006. The Water Board’s loan approval
strategy has enabled it to achieve these results. Given that the sole purpose of the SRF is to
provide financial assistance to qualified projects and borrowers, the relatively high
percentage is an excellent achievement and indicates that available resources are being
used efficiently.

10
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Figure 9: Binding Loan Commitments as a Percent of Total
Available Assets
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E. Additional Executed Loans Due to Recycling and Leveraged Bonds

As of June 30, 2006, contributed capital — federal, state proceeds — was about $2,221 million
(Pages 13 and 15 of Exhibit B). In SFY 2005/2006, ten water recycling projects, totaling $6.5
million, were transferred into the CWSRF Program. Cumulative Binding Loan Commitments as
of the same date were $3,537 million. This indicates that about $1 billion in additional loans were
made due to recycling of loan repayments and leveraging. This shows that the CWSRF continues
to grow and perpetuate so that it can continue to meet the demand for funds.

F. Loan Principal Repaid as a Percent of Loans Outstanding

This measure shows how much loan principal has been repaid, and thus available for additional
projects. The overall repayment rate as of June 30, 2006, was 6.07 percent compared with 5.4
percent at June 30, 2005. The moderate increase is due to the structure of the program, which
offers level debt service payments. However, at 6 percent, the program is performing within
acceptable indicators pursuant to EPA’s performance measures and should continue to grow over
time as more loans are issued and repaid. Growth in loan principal repaid contributes to the
overall ability of the program to offer further loan assistance.

G. Default Ratio

There are no defaults associated with the program indicating that there is no potential financial risk
or liquidity problems that could be caused by default.

11
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H. Loan Yield

The loan yield is the rate of return on the loan portfolio from interest. The yield is different from
the interest rate charged on loans. It is obtained by dividing loan interest earnings by the average
outstanding loan balance for the year. It is a good measure of the reasonableness of the interest
rate charged to borrowers as well as an indicator of how much of the program’s growth is related
to loan interest. On June 30, 2006, the loan yield on currently outstanding loans was 1.33 percent
compared with 1.28 percent at June 30, 2005.

I. Interest Rate Spread (Subsidy)

The program provides loans at a substantially subsidized rate that is statutorily established at 50
percent of the State’s last General Obligation (GO) Bond rate. For the period ending June 30,
2006, the market rates for an insured 20-year GO bond issue ranged from 4.22 percent to 4.66
percent, while interest rates on all outstanding loans as of June 30, 2006, ranged from an imputed
rate of 1.8 percent to 4.0 percent with an average of 2.72 percent. The interest rate spread
represents the difference between the interest rate charged on CWSRF loans and market rates for a
comparable cost of borrowing based on the Bond Buyer 20-year GO Bond Index. This interest
rate subsidy represents a benefit to borrowers and lower returns to the program.

Figure 10: Interest Rate Spread
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The continued low interest rates make CWSRF loans an attractive alternative for financing water
quality projects and a valuable tool to help the Water Board achieve its water quality goals.
Providing a subsidy is an indication of the efficient management of the program while maintaining
a viable funding mechanism for future loans. This is a preferable alternative to providing a grant.
A grant does not contribute to the growth of the program and the perpetuation of the fund.

12
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J.

Investment Yield

All funds in the CWSRF are currently invested by the State Treasure’s Office (STO) in the Surplus
Money Investment Fund (SMIF). Earnings during the year were $12 million or 3.97 percent of
average investment assets, compared with $6.3 million or 2.3 percent in prior year. This is due to
the significant increase of the SMIF rate from 2.85 percent on June 30, 2005, to 4.53 percent on
June 30, 2006. Given that investment income is a significant source of revenue for the program,
maximizing the return on investment is important to the perpetuation of the fund. The CWSRF
management continues to evaluate investment opportunities and associated costs to obtain the most
prudent and beneficial investment possible.

. Net Interest Margin

This measure indicates the net earnings potential of the CWSRF. It is equal to the yearly total
interest revenue less total interest expense for the CWSRF, divided by the total assets over the
year. The size of net earnings directly affect the earnings and growth of the CWSRF. A positive
value indicates that the program has positive earnings from its basic operations. The Net Interest
Margin (NIM) for SFY 2004/05 and 2005/06, were 1.21 percent and 1.24 percent respectively.
These percentages reflect positive earnings from basic operation.

Return on Equity

The return on equity measures the overall net return on contributed capital plus retained earnings.
It is the excess (deficit) of total revenues less total expenses or changes in fund balance divided by
average equity capital. The return on equity continues to show moderate growth while earning a
small positive return . The Return on Equity for SFY 2005/06 was 0.6 percent, compared with
0.47 percent in the previous year.

. Internal Capital Formation

Internal capital formation measures the rate of growth of internally generated equity (internal vs.
external financing). It is determined by dividing the current changes in fund balance by the fund
balance for the period. The internally generated equity on June 30, 2006, was $101.3 million or
4.41 percent of $2.295 million, compared with $113.7 million or 5.2 percent on June 30, 2005,
representing a decrease of 5.3 percent from prior year. Despite this decrease, which is mainly due
to a reduction in federal capitalization grants, the positive value indicates that the CWSRF
continues to generate capital from ongoing operations, expanding the CWSRF capital base to make
future loans.
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N. Debt to Equity

This measure expresses the degree to which the CWSREF is leveraged and the amount of financial
risk associated with borrowing. As of June 30, 2006, the outstanding debt was 10.48 percent of
unrestricted assets, or $240.5 million, compared to 12.07 percent at June 30, 2005, or $264.8
million. This decrease is due to the second bond principal payment that was made during SFY
2005/2006. The program is not heavily leveraged, and could support the issuance of additional
bonds to make more funds available for projects.

O. Debt to Performing Assets

This measure calculates the amount of performing assets derived from borrowed funds. It is
calculated by dividing total outstanding debt by total assets that are earning interest (loans and
investments). This measure identifies the proportion of available funds that were generated from
bonds. Debt to performing assets in SFY 2005/2006 was 9.53 percent as compared with 10.80
percent in the prior year representing a decrease of 12 percent. The continued decrease is
attributable to the second payment of bond principal, while the relatively low proportion of debt to
performing assets is attributable to the low level of leveraging. This is an indication that additional
debt could be issued to make more funds available for projects.

P. Debt Service Reserve Fund as a Percent of Bonds Outstanding

The Debt Service Reserve Fund represented 7.03 percent of outstanding bonds. Although less than
the customarily required 10 percent, the pledged revenue offered a coverage ratio of 2.6 times,
thereby providing an appropriate degree of financial safety to the bond holders.

Q. Perpetuation of Fund

To ensure the perpetuation of the CWSRF, EPA requires that the fund equity at minimum equals
96 percent of the federal capitalization grant plus the required state match. Fund equity is the
residual value of the CWSRF Program, which is calculated by subtracting the total current liability
from the total assets. On June 30, 2006, the fund equity was 107 percent of the combined federal
and state capital contribution indicating that the CWSRF’s fund equity is exceeding its contributed
capital, and therefore ensuring the perpetuation of the fund.
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V. Goals and Accomplishments

A. Short-Term Goals
The Water Board established the following short-term goals in the IUP for SFY 2005/2006:

1. Apply for and receive the Federal Fiscal Year (FFY) 2006 Capitalization Grant
within the first year of the allotment period.

The EPA awarded the FFY 2006 CWSRF Capitalization Grant for California in the
amount of $46,383,876 on July 21, 2006. The award was within the first year of the
two-year allotment period making California eligible for any re-allotment of Title VI
funds.

2. To fund projects in SFY 2005/2006 that will enable local agencies to abate public
health and water pollution problems, and that will reduce or abate non-point
source pollution.

The Water Board continued funding projects to abate water quality and public health
problems (Public Health Hazards). These projects are classified as Priority Class “A”
on the California CWSRF 2005/2006 Priority List. The Water Board also continued
funding projects to reduce or abate non-point source pollution.

3. To use the CWSRF Program in conjunction with the Water Board’s Small
Community Wastewater Grant (SCWG) program to fully leverage available grant
funds.

The Water Board directed that projects that receive SCWG funds from Propositions 40
and 50 be eligible for the fundable portion of the SFY 2005/2006 Priority List. This
will ensure that SCWG Projects will be able to use CWSRF funds in conjunction with
their grants. The process of funding projects with SCWG and CWSRF funds is
ongoing.

4. Prepare for the issuance of a second series of revenue bonds to further leverage
the CWSRF program and continue a higher rate of loan commitments.

The Water Board has taken the initial steps necessary to conduct its second leverage
bond sale. Water Board staff held an initial meeting with the financial team (the
California Infrastructure and Economic Development Bank, a Financial Advisor, Bond
Counsel, and Bond Underwriters) in May 2005 to kick off the process for selling
additional revenue bonds. In addition the Water Board approved the sale of up to $300
million in revenue bonds at its regularly scheduled meeting on September 22, 2005.
Water Board staff is continuing to work with the financial team to establish the most
appropriate date to sell the bonds. Water Board staff anticipates that the bonds will be
sold during the second half of SFY 2006/2007.

15



California Water Boards CWSRF Annual Report 2005/2006

5. To further expand the new Loans and Grants Tracking System (LGTS) to include
tracking of environmental benefits.

The Water Board received a $90,000 grant from USEPA on January 27, 2006, to
expand the LGTS to track environmental benefits derived from loan-funded projects.
Water Board staff is in the process of hiring a contractor to perform this work, and
anticipates that a contract will be signed by the end of 2006. Completion of the project
is planned for September 2007.

6. Complete closeout of previous Capitalization Grants.

All grants prior to the FFY 1997 grant were closed out prior to the beginning of SFY
2005/2006. Division staff submitted closeout requests to US EPA for the FFY 1997 to
2002 Capitalization Grants on December 14, 2005. The Water Board received
confirmation from US EPA dated February 10, 2006 that the FFY 1997, 1998, 1999,
and 2000 Capitalization Grants have been closed. The Water Board also received
confirmation from US EPA dated September 13, 2006 that the FFY 2001 and 2002
Capitalization Grants have been closed.

B. Long Term Goals
In its SFY 2005/2006 IUP, California identified the following long-term goals:

1. To achieve statewide compliance with water quality objectives.

The Water Board continued its efforts to set and enforce water quality objectives. The
Water Board provided loan assistance to correct both point and non-point source
pollution problems to help meet these objectives.

2. To bring Publicly Owned Treatment Works (POTWs) into compliance with
federal requirements.

The Water Board continued to provide loan funds to municipalities to help them
achieve compliance with federal and state waste discharge requirements.

3. To perpetuate and expand the CWSRF.

California’s CWSRF continues to grow. Nets assets for the program increased by $101
million or 4.6 percent, from approximately $2,194 million on June 30, 2005, to $2,295
million a year later. Binding loan commitments increased by $510 million or 16.8
percent to $3,537 million on June 30, 2006. The increase in net assets and amount of
binding loan commitments assure perpetuation of California’s CWSRF.

California completed a $300 million revenue bond sale in August 2002. Approximately
$287 million of the revenue bond sale proceeds were disbursed to projects as of
September 22, 2005. The disbursement of revenue bond funds increases the repayment
stream into the CWSRF program, and will further help to expand the program’s ability
to fund additional loans in the future.
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The Water Board also initiated steps to conduct its second revenue bond sale. The
introduction of additional revenue bonds into the program will also expand and
perpetuate the CWSRF.

4. To maximize the ability of the CWSRF to assist local government in constructing
needed water quality control facilities.

The Water Board converted to a cash flow accounting system in SFY 1998/1999 for
approving and awarding CWSRF loans. The cash flow system is designed to minimize
(1) the cash reserves in the Repayment Account, and (2) idle cash from the
Capitalization Grants, by balancing income with projected disbursements. The cash
flow model has greatly accelerated the disbursement of program cash reserves.

5. To provide assistance for implementation of the Water Board’s Non-point Source
Management Plan.

The Water Board’s CWSRF program has funded over $188 million in non-point source
projects. This amounts to approximately six percent of the CWSRF funds expended to
date. The Water Board is committed to increasing this amount as the need for non-
point source projects continues to increase.

6. To maintain at least an 80 percent rate of loan issuance in SFY 2005/2006 to
comply with USEPA directives.

For the fiscal year ending June 30, 2006, the Water Board issued binding loan
commitments (contracts) equaling 93 percent of the total funds available to the Water
Board. This exceeds EPA’s goal of 80 percent. The Water Board continues to have
success at meeting this goal using the current project selection system. The Water
Board adopts its project priority list yearly in June. Projects that appear on the list are
eligible to compete for binding loan commitments based on their readiness to proceed
to construction. If projects do not proceed to the binding loan commitment stage due to
delays in starting construction or because the applicant found an alternative funding
source, other projects on the list that are ready to proceed are given binding loan
commitments instead.

The Water Board identified 33 projects with an estimated total commitment of
approximately $633 million in its SFY 2005/2006 IUP that appeared likely to receive a
binding loan commitment during SFY 2005/2006. Even though a number of these
projects did not receive binding loan commitments during SFY 2005/2006 due to
changes in their readiness to proceed or use of alternative funding, the Water Board was
still able to maintain a high loan issuance rate due to the high demand for CWSRF loan
funds and its ability to fund other projects on the priority list.

17



California Water Boards CWSRF Annual Report 2005/2006

7. To establish a fee supported program that is self-funding.

The Water Board in SFY 2005/2006 continued its efforts to establish a service charge
on its loans so that the program does not need to rely solely on federal Capitalization
Grants to fund administration costs. This is especially important with the recent
reductions in Capitalization Grant amounts. To accomplish this goal, legislation will be
required to allow the Water Board to charge for its services.
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V1. DETAILS OF ACCOMPLISHMENTS.

A. Fund Financial Status

1. Sources of Funds

The four main sources of funds for the Water Board’s CWSRF and their contributions
to the account for the period of this report are (Page 2 of Exhibit B):

= EPA’s capitalization grant contributions of $43.910 million

= State match revenue of $10.049 million

= Loan interest income of $50.390 million

= Net investment income and other contributions of $17.333 million

As of June 30, 2006, total federal funds awarded from the EPA amounted to $1,792
million (Page 14 of Exhibit B).

2. Binding Commitments

The Water Board executed a cumulative total of 329 binding loan commitments as of
June 30, 2006 for a cumulative total of $3,537 million (Note 4, page 9 of Exhibit B). A
list of all active CWSREF loans is provided in Exhibits B and C.

3. Disbursements and Guarantees

Total disbursements for SFY 2005/2006 were $156 million. Disbursements were made
as follows (Page 3 of Exhibit B):

Loan disbursements - $118.568 million

Interest paid on revenue bonds - $11.290 million
Principal paid on revenue bonds - $22.185 million
Cash paid to employees and vendors - $4.245 million

4. Financial Statements

Financial Statements for the period ending June 30, 2006 are displayed in Exhibit B.
Included in the exhibit are the Statement of Net Assets, Statement of Revenues,
Expenses and Changes in Net Assets, Statement of Cash Flows, accompanying notes to
the financial statements, and reports required by the Single Audit Act Amendments of
1996.
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5. Credit Risk of the CWSRF

Each loan recipient must pledge one or more dedicated sources of revenue toward
repayment of its CWSRF loan. Dedicated sources of revenue can be sewer rate revenue
pledges, general tax pledges, or other contractual income.

As of June 30, 2006, the CWSRF had no defaults, but had one loan agreement
termination. The termination was necessary because the applicant, the Los Osos
Community Services District (District), stopped its project in late 2005. The State
Board officially terminated the loan agreement on December 13, 2005. The District’s
action did not comply with federal and State requirements that SRF projects can only
be funded if they are constructed according to the approved facilities plan and designs
and specifications. $6,486,144 was disbursed to the District for the planning, design
and partial construction of this project as of today. The Water Board intends to
vigorously pursue all legal means to recover the disbursed funds and anticipates the
recovery of all funds.

B. Assistance Activity.

Exhibits B and C illustrate the activity level of the Fund. The exhibits also provide a
complete listing of projects that have been funded or targeted for funding through SFY
2005/2006. Highlights of the projects funded by CWSRF in SFY 2005/2006 are as
follows:

The City of Placerville received a $42,906,467 loan to improve the existing Hangtown
Creek Wastewater Treatment Plant (HCWWTP). This project will relocate and replace the
existing headworks, increase the primary clarifier depth and construct a new skimmings
handling facility, convert two existing rectangular secondary clarifiers into aeration basins,
add two circular secondary clarifiers, add a secondary clarifier pump station, construct new
tertiary filters, construct an Ultraviolet (UV) disinfection system, add effluent cooling
towers, construct a solids handling facility, build a stream monitoring station and
meteorological monitoring facilities, and construct an operations control building. Upon
completion of this project, it will reduce receiving water temperatures downstream of the
HCWWTP to comply with Cease and Desist Order No. 5-01-046 issued by the Central
Valley Regional Water Quality Control Board.

The Santa Margarita Water District received a $7,200,000 loan to expand the District’s
Recycled Water program. This project will provide an additional 2,085 acre-feet/year
(AFY) of recycled water to identified users/sites within five communities (Rancho
Trabuco, Las Flores, Califia, Ladera Ranch, and Talega Valley). The recycled water will
replace potable water that otherwise would have been used to irrigate landscape in parks,
slopes, streetscapes, and a school.

The Stege Sanitary District received a $706,004 loan to reduce the inflow and infiltration
(/1) within its service area. This project is a part of the East San Francisco Bay I/1
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Correction Program. The proposed project consists of the rehabilitation of 44 sewer line
segments located throughout the District. Rehabilitation of the selected sewers will be via
direct replacement using either pipe bursting or slip lining method, with high-density
polyethylene pipe and fuse-welded joints. The program was designed to eliminate inflow
and cost-effective infiltration from the sewer systems and provide relief sewers to transport
the remaining flows to the treatment facilities.

The City of Pismo Beach received a $278,286 loan to construct an 18-inch trunk sewer to
replace three parallel small existing sewers discharging to the Addie Street Lift Station wet
well. The proposed project is aimed at improving the quality of the discharge and
increasing reliability of the facilities through capacity increases and redundant backup
systems.

The City of La Canada Flintridge received a $26,928,545 loan to construct a new sewer
collection system. The City is one of the few communities in the Los Angeles region that
is almost fully developed yet relies on individual septic systems for sewage disposal. The
septic tanks have been identified as impacting the local groundwater supplies as evidenced
by increased nitrate levels. The project involves the construction of approximately 100,000
feet of sewer mains and 40,000 feet of service laterals in the public right-of-way.

The City of Coachella received a $23,658,516 loan to increase the treatment capacity at the
existing wastewater treatment plant from 2.4 MGD to 4.5 MGD to handle increased flows.

The Orange County Water District received six loans totaling $162,853,683 to construct
the Groundwater Replenishment System. The System will provide 74 MGD of Reverse
Osmosis quality water to recharge groundwater and provide a barrier against seawater
intrusion. Phase one will construct the temporary micro filtration facility. Phases two,
three, and four will construct the pipelines. Phase five will construct the advanced
treatment facility to provide 74 MGD of Reverse Osmosis quality recycled water. Phase
six will construct injection barrier wells for groundwater injection to prevent seawater
intrusion.

The City of Carlsbad received a $9,817,305 loan to construct the Phase 1l Encina Basin
Water Reclamation Project which produces four million gallons per day of tertiary treated
wastewater for reuse.

The Dublin San Ramon Services District received a $10,000,000 loan to construct recycled
water facilities to provide approximately 2,290 AFY of recycled water for irrigation use.
Project facilities include a 4.5 million gallons storage tank, a pump station, approximately
eight miles of pipeline (8 to 30-inch diameter) and recycled water treatment facilities.

The Los Osos Community Services District received a $134,761,390 loan on August 8,
2005 to construct a new wastewater treatment plant, a new sewer collection system, and a
new effluent disposal facility to replace existing septic systems within the District. District
elections held on September 27, 2005 resulted in a recall of three of five District Directors.
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The newly composed board of directors stopped construction of the project shortly after the
election and sought to change the design of the project. After attempting to negotiate a
compromise, the Water Board officially terminated the loan on December 13, 2005,
because the District’s actions did not comply with federal and State requirements that SRF
projects must be constructed according to the approved facilities plan, design and
specifications. The Water Board is vigorously pursuing repayment of all funds
($6,486,144) disbursed to the District prior to loan termination.

Please note that the projects funded in SFY 2005/2006 differ from the list of projects
anticipated for funding in the Intended Use Plan (IUP). Four of the projects listed in SFY
2005/06 IUP were funded as scheduled. The remainder of the projects on the list will be
funded in SFY 2006/07 or future years. Ten projects funded in SFY 2005/06 were either
listed previously in the IUP or in substitution. High demand for water quality improvement
funding in California requires the State Water Board to fund projects on a ready-to-proceed
basis and substitute projects as needed. The reason that projects in the IUP do not get
funded typically relates to one or more of the following reasons:

1. Changes of needs or scope,

2. Environmental process requires additional studies, more documents, and/or more
hearings,

3. Changes of design, and/or

4. Delays in the bidding process.

C. Provisions of the Operating Agreement/Conditions of the Grant.

The Water Board has agreed to a number of conditions in the Operating Agreement and
Grant Agreement. The Conditions in the Operating Agreement and Grant Agreement have
been met.

1. Provide a State Match

The Water Board has met its State Match requirement by identifying state funds equal
to at least 20 percent of the Capitalization Grant amount as detailed in Note 6, Pages 13
- 15 of Exhibit B. As of the end of SFY 2005/2006, the state has been awarded
$1,791,773,000 in federal grants. The required match for the federal grants to the
Water Board was $358,355,600. The state uses a combination of sources to meet the
State Match requirement. A total of $430,583,000 in matching funds has been
contributed to the CWSRF.

2. Binding Commitment Within One Year

The state will make binding loan commitments, in the form of signed contracts, to
provide assistance in an amount equal to 120 percent of each federal quarterly payment
within one year of that payment. By the end of SFY 2005/2006, executed binding loan
commitments totaled $3,537 million (Note 4, Page 9 of Exhibit B) or 222 percent of the
$1,593 million in federal payments received as of SFY 2005/2006 (Note 6, Page 13 of
Exhibit B).
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3. Expeditious and Timely Expenditure

Expenditure (disbursement) of CWSRF loan funds occurs quickly after a binding loan
commitment is made. Applicants request disbursement of funds as costs accrue during
the construction of their projects; applicants can request disbursements as frequently as
monthly. Disbursement requests are processed on a strict timeframe to ensure timely
payment. Division staff review and approve disbursement requests within seven
calendar days after submittal. The Division then transmits the request to the Water
Board’s accounting department; the accounting department processes the request within
seven calendar days after it receives it and transmits the request to the SCO. The SCO
then has 10 calendar days to issue the warrant to the applicant.

The Water Board initiates requests for federal funds via the Automated Standard
Application for Payments (ASAP) system. ASAP is a request and delivery system of
federal funds developed by the Financial Management Service of the US Treasury and
the Federal Reserve Bank. By using ASAP, the Water Board is able to draw funds
from the EPA for expenditures incurred by the CWSRF in an expeditious and timely
manner.

Federal draws are requested on a monthly basis for administration costs. Draws for
loan disbursements are made as warrants are issued by the SCO to pay the loan
recipient. Loan disbursement draw requests are made within one business day of a
warrant being issued. Requested funds are deposited electronically the next business
day to the account(s) specified by the Water Board.

Another way to measure the expeditious and timely expenditure of funds is to compare
the amount of federal grant funds with the federal outlays to the Water Board. A total
of $1,792 million in federal funds has been granted to the Water Board. As of June 30,
2006, $1,593 million, 89 percent of the total, has been transferred to the Water Board
through the ASAP system (Note 6, Page 13, of Exhibit B).

4. First Use of Funds for Enforceable Requirements

California has met the first-use requirement by providing financial assistance to those
projects on its National Municipal Policy (NMP) list that do not meet any of the criteria
under part I11.B.5. (pp 11-12 of EPA’s “Initial Guidance for State Revolving Funds™).
The state has ensured that all listed projects are on enforceable schedules. California’s
program has now been expanded to other water quality needs.

5. Eligible Activities

California monitors each project to ensure that USEPA’s eligibility requirements are
followed. All activities financed were eligible under Section 212, Section 319, or
Section 320 of the CWA.
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6. Minority Business Enterprise/Woman Business Enterprise (MBE/WBE) Objective

The Water Board negotiated a total fair share MBE/WBE objective with USEPA
beginning FFY 2000 for the CWSRF Program. This objective was 22.0 percent for
MBE and 6.0 percent for WBE participation for a combined 28.0 percent goal.

The data presented in Exhibit E covers MBE/WBE participation from July 1, 2005 to
June 30, 2006. The participation for CWSRF contracts reported by local agencies in
SFY 2005/2006 was 21.94 percent for MBE and 15.80 percent for WBE. The overall
MBE/WBE participation was 37.74 percent. The Water Board will continue to monitor
participation to assure that the positive effort process is enforced by all local agencies.

Administration of the Revolving Loan Fund

The federal funding allowable for administration of the program is four percent of the
total capitalization grants awarded. Total capitalization funds granted to date amount to

$1,791,773,000. The administration costs (administrative expenses) incurred during
SFY 2005/2006 were $4,102,000 which includes Personnel Services of $2,503,000,
Operating Expenses of $1,498,000, a Bond Fee of $21,000 and an “In-Kind” Expenses
of $80,000 made by USEPA (Pages VII and 2 of Exhibit B (Basic Financial

Statements)) and the cumulative total is $65,571,000. Therefore, 3.66 percent of the

capitalization grants awarded to date have been incurred in administering the program
leaving a balance of $6,121,000. The administrative expenses for SFY 1999/2000
through SFY 2005/06 is shown in Table 1 below.

Table 1: Administrative Expenses for SFY 1999/2000 through 2005/06
Difference

FFY between
Grant [Capitalization |4% Admin.  |Actual Admin. |Allowance and Cumulative Grant |Cumulative Percent
Year |Grant Amount |Allowance Costs Expenses Admin. Surplus JAmount Admin. Costs |of Grant
2000| $95,987,727|$ 3,839,509 |$ 4,099,786 |$ (260,277) |$ 10,259,772 |$ 1,329,586,055 |$ 42,923,670 | 3.23%
2001| $95,134,446/$3,805,378 |$ 4,851,968 |$ (1,046,590) |[$ 9,213,182 |$1,424,720,501 |$ 47,775,638 | 3.35%
2002 | $95,346,405/$ 3,813,856 |$ 5,251,394 |$ (1,437,538) |$ 7,775,644 |$1,520,066,906 |$53,027,032 | 3.49%
2003 | $94,726,665$ 3,789,067 |$ 4,168,440 |$ (379,373) |$ 7,396,271 |$1,614,793,571 |$57,195,472 | 3.54%
2004 | $94,783,887/$3,791,355 |$ 4,274,162 |$  (482,807) |[$ 6,913,464 |$1,709,577,458 |$ 61,469,634 | 3.60%
2005| $82,745,541/$3,309,822 |$ 4,102,135 |$ (792,313) |[$ 6,121,151 |$1,792,322,999 |$ 65,571,769 | 3.66%
2006| $ 46,383,876 % 1,855,355 $ 1,838,706,875
Note. In year 2005/2006, the costs include an "in-kind" expense of $80,000 made by USEPA and a Bond Fee of $21,000
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VIl. PROGRAM CHANGES.

LGTS allows the CWSRF program to manage and track all programmatic and financial data for
the CWSRF program. The Water Board has been working since 2003/2004 to implement the
system fully. Significant time was devoted to completely reconciling the financial information in
LGTS with the accounting records so that the LGTS could be ready for the yearly audit in August
2004. The financial data was fully reconciled during SFY 2003/2004, and LGTS has been used by
the independent auditor every year since SFY 2003/2004 for the audit of the CWSRF. Further
work was completed in SFY 2004/2005 to migrate the LGTS from an Access database platform to
an Oracle platform. This has provided a more stable and reliable system for the future. During
SRF 2005/2006, the Water Board has focused its LGTS resources on enhancing the system so that
it will generate all the financial statements and reports necessary for preparation of the annual
audit. The independent auditor will no longer provide that service to the Water Board, and
therefore it was necessary for the Water Board to provide additional functionality in LGTS. The
Water Board will complete the final rollout of LGTS for tracking program information in SFY
2006/2007.

Increasing attention is focusing on the idea of “sustainability,” particularly in environmental
programs. Although sustainability is not completely defined, sustainability implies that prudent
policies are adopted and implemented so that the quality of the environment for future citizens is
comparable, or better, than it is today. The existing CWSRF Policy incorporates several features
that support sustainability of water resources, but the Water Board took the initiative to review the
policy to ensure that it is taking all reasonable steps to sustain water resources for future
generations. The Water Board amended the CWSRF Policy at its September 22, 2005 Meeting to
make two significant changes related to “sustainability.”

The first change requires that each applicant describe how its project addresses the state planning
priorities defined in Section 65041.1 of the California Government Code. The state planning
priorities are intended to promote equity, strengthen the economy, protect the environment, and
promote public health and safety in the state, including in urban, suburban, and rural communities.

The second change requires applicants to certify that their projects are consistent with adopted
general plans required by state law, or document that the applicant notified the agency(ies)
responsible for adopting the plan(s) and provided a reasonable opportunity to comment on the
project’s consistency with the plan(s). Asking applicants to certify that their projects are consistent
with their general plans or that agencies responsible for adopting general plans were given the
opportunity to have input on the project helps support existing long range planning mechanisms
and should help support sustainable development that will ensure effective planning for water
resources. Water Board staff review CWSRF application responses in these areas.

The Water Board suspended new loan commitments and processing new CWSRF applications
between October 2003 and August 2005 because available loan resources were fully committed.
Staff continued to work, however, on the design review, construction inspection, and project
certification of previously approved CWSRF projects during that two-year period. The Water
Board approved reactivation of new loan commitments and new CWSRF applications at its
September 2005 meeting. Water Board staff resumed full operation of the program after the
Board’s September 2005 meeting.
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VIIl. PROPOSED IMPROVEMENTS.

The Water Board is evaluating the availability of funds to administer the CWSRF program. Thus
far, the Water Board relied on the four percent administrative allowance from USEPA
Capitalization Grants to administer the CWSRF (see Table 1 for administrative expense for SFY
1999/2000 through SFY 2005/06). The ability of USEPA, however, to continue to provide these
funds is a concern. The USEPA awarded a $46,383,876 FFY 2006 Capitalization Grant to the
Water Board. This amount is substantially less than the approximately $95 million annual grants
for prior years. Furthermore, USEPA indicates that grants will continue to decrease in the future,
and possibly be eliminated by 2011. The Water Board explored a change in state law during SFY
2005/2006 to allow a portion of the annual loan payments to be used to cover administrative costs.
The Water Board will continue to work with USEPA and stakeholders to address this issue.

The Water Board is also pursuing a second bond sale to provide additional funds for projects and
ensure the long-term stability of funding for the program. The Water Board resumed making loan
commitments to new projects in September 2005. The Water Board approved the sale of an
additional $300 million in revenue bonds at its September 22, 2005 meeting. Water Board staff
are working with its financial advisors to schedule the best date for selling the revenue bonds.

The Water Board reconciled most of the past data reported to USEPA for the National Information
Management System (NIMS). The Water Board was not completely successful in reconciling the
past data related to project construction starts and initiation of operations. Over the next year, the
Water Board will resolve and correct those discrepancies before the next reporting deadline in
2007.

The Water Board has contracted Northridge Environmental Company to provide technical support
and perform maintenance on the LGTS through June, 2007. The Water Board’s Division of
Information Technology will assign staff in SFY 2006/2007 to start transitioning technical support
and maintenance responsibilities from Northridge Environmental Company to Water Board staff.

The Water Board is working on expanding the LGTS to include the Environmental Benefits
Evaluation Tool (EBET). EBET will capture the same information as in USEPA’s CWSRF
Benefits Reporting database and will upload this information directly to USEPA instead of
manually entering the information online as being done now. The Water Board has developed the
draft feasibility study report and which will be routed for review and approval this Fall. Functional
requirements will be completed in the Spring of 2007. The Information Technology service
contract will also be signed with the successful bidder in the same time frame. It is anticipated that
the development work will be completed in the Fall of 2007.
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IX. EXHIBITS.

Exhibit A — Environmental Benefits for All Projects Funded in State Fiscal Year
2005/2006

Exhibit B — Financial Statements and Notes
Exhibit C — List of all Projects and their Status
Exhibit D — Project Tracking Report

Exhibit E - MBE/WBE Report for State Fiscal Year 2005/2006
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Exhibit A — Worksheets for Environmental Benefits for All
Projects Funded in State Fiscal Year 2005/2006
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